
the LEe Prlce Cap Or1er. A :EC :~a: ~as not able ~o ac~:eve

higher productivity g:~w~~ :~a~ -.~e Co~m:ssion 5 star.da:= ~C~~:

~eed a LFA in each year ~o ach:eve :he 10.25\ lower adjus~~er.:

level, after the LFA was reversed each year. Thus, 8ell

Atlantic :nadvertently shows in :his chart that if the

Commission did not allow add-back, :t would impose a higher

productivity standard on underearning LECs than it adopted in

the LEC Price Cap Order.

8ell Atlantic includes different productivity changes

in chart 1-4 to produce the same underl~q rates of return as

in chart 1-3, before add-back By includinq arbitrary and

unjustified productivity changes from year to year, Bell

Atlantic makes it impossible to compare the results solely due

to add-back vs. not adding back. This chart also implies a

higher productivity standard because, after add-back, the LFAs

in years 2, 3, 4, and 5 are lower than in year 1. Moreover.

Bell Atlantic s methodology makes :t appear that the sharing

and LFA amounts are all attributable to year 1 when, in fact.

they reflect the cumulative effect of LEA amounts for each

year.

In chart. 2-1 and 2-2, 8ell Atlantic omits the

productivity chanqe., but it miscalculate. the year 3, 4 and S

revenue.. Bell Atlantic reverses the year 2 LEA twice in year

3, which should show the same revenue. a. in year 2 plus half

the LEA amount for underearninq. in year 2. The.e errors

affect the calculation of LEA amounts for all ye.r~··after year

2. Chart 2-2, becau.e of these error., incorrectly .how. tha~.

even with add-back, the LEC earns less than the 10.2" minl~~



rate of return. However, as ~~e CJ~m:ssion demonstrated :~ :~e

NPRM, add-back shou:d a::ow ar. ~~~erea=~ing LEe to earn ~p ::,

but not more than, the :ower aC:ls:~ent amount of 10.25\ when

all other factors are held constan:

Ameritech disputes the Commission's observation that

the failure to include add-back c::eates a "see-saw" effect on

earnings by presenting charts that allegedly show that, without

add-back, the rate of return "stabilize. naturally. ,,10 The

flaw in Ameritech' s reasoning is that the rate.,of return

"stabilizes" too high. Based on a 14.25' rate of return, aLEC

should earn 13.25' after sharing 50' of-revenue. between 12.25'

and 14.25'. Ameritech's exhibit shows that, without add-back,

the LEC's rate of return stays well above 13.25' in years 3

through 6. The rate of return 'stabilizes" (that i., the

see-saw effect becomes less pronounced over time) only because

sharing is limited to 50' of a LECs overearninqs. This was

shown in the graph attached to the NTCs' initial comments in

this docket. For a LEC earning below the lower adjustment

level, the "see-saw" effect continue. at the same maqnitude

because the LFA is based on 100' of the LEC'. underearnings

Ameritech al.o argue. that add-back "pushes" aLEC

into the &barinq zone in subsequent years even if it only

overearned in the first year. ll rn Ameritech's example, a

LEC earn. over 12.25 percent in the first year but not more

than 12.25' in the second and subsequent years, without

..
10

11

Ameritech at p. 5 and Exhibit 1.

Ameritech at p. 6.



add-back. Wl~~ add-bacK. ~~e::~ec~ s~c~s :~a: :~e s~a::~~

and 3, What Amer::ech ign~=es .S -.~a: ~~e sha:ing cb::gat::~

i:l year 2 would be reversed ::1 :"ear 3, r: the LEC ear:led

12.25\ in year 2 with shari:lg. ~u: wi~hout add-back, :: wc~:d

earn in excess of 12.25\ in year :hree after the shari:1g

reversal. Therefore, the see-saw effect would occur, and the

LEC would share the proper amoun: only every other year,

Add-back is the only way to properly calculate'~he LEC's

sharing obligation each year.

US West argues that add-back causes a LEC's calculated

rate of return to rise each year even when its underlying

operational results do not change 12 However, its analysis

conveniently assumes that the LEC's API is 10' below its PCI,

so that the LEC does not have to change its rates despite the

sharing adjustment to the pcr. Slnce sharing has no effec: on

actual revenues in US West's example, it is impossible t~

evaluate the effect of add-back. If the LEC's API were equa:

to its pcr, its rate of return after add-back would be the same

each year. That is, if the LEC earned 1'.25\ in the first

year, itl normalized earnings would be 1'.25' io the second

year, after add-back of sharing revenues. This would produce

the same Iharinq amount in the third year. The LEC's

underlyioq rate of return would remain at 1'.25', and its

actual or booked rate of return would be 13.25\, after shar:ng,

each year after the base year :'hus, add-back do••··oot in!: ate

12 US West at p. a.



ei:her the ~EC s unde~~y:~g :a~e c: :e:~=~ or i~s reFc::ed :a:e

of return -- it simply ens~=es :~a: :~e rate of return for

purposes of computing a sha=:~= c=~~;ation is not artlficially

reduced by the amount of shari~g from the previous year.

Finally, MCI objects t~at add-back (that is, removal)

of LEA revenues permanently exc:~des LFA revenues from a LEe's

rate of return calculations. 13 ~cr notes that if LFA

revenues due to underearnings in year 1 are removed from the

rate of return calculation in year 2 throuqh ~d-back, the

revenues for both years are below actual billed revenues.

However, this does not in any way under~1ne the earnings

backstop mechanism. In effect, SFA revenues under add-back in

year 2 are treated as having been 'earned" in year 1. It only

appears that total billed revenues are not included in the rate

of return reports because the LEe does not retroactively change

its rate of return for year 1. :f the revenues that were

removed from year 2 were included in year 1, the LEe's earnings

for both years would be at the lower adjustment mark at

10.2~'. This shows that add-back allows the LEe to recover

underearninqs in the previous year. and no more. The LEA

revenues must be removed from the rate of return report for

year 2 to properly calculate the LEA needed for year three to

maintain the 10.25' rate of return atter reversal of the year 2

LEA. Without add-back, the LEC's rate of return would be below

10.25' for the entire period.

13 Mel at pp. 8-9 and Table 1.



T~·..ls, :::lr:e of ::-.ese a:-: Lyses does anYth:r-.g : J

~r.der~ine the C:lmm:ss:cn s ~e~:~s:=a::or: of :he need :J

::or~alize earnings by adding :ac~ shar:ng and LFAs.

,. ...... ~ . :'OWER FOR.-ruLA ADJUSTMENT REVENUES MUST BE RE.~OVED FROM
E~~I~GS ~O COMPLY wITH THE PRICE CAP MINIMUM RATE OF
RETURN

MC! supports add-back Jf sharing amounts but not of

LFAs. MCI cannot have it both ways. Add-back performs the

same function whether it is applied to sharing' 'or LEAs -- it

normalizes a LEC's rate of return for ~urposes of computing the

sharing obligation or LFA amount for the next period.

MCI complains that removal of LFA revenues excludes

revenues actually billed to customers. 14 Add-back of sharing

could be criticized on the same basis. because it includes

revenues that were not billed to customers during the current

reporting period, In both cases, add-back simply removes the

effect of additional revenues (:n the case of an LFA), or of

revenues that ~ere not collected (in the case of sharing) in

the current period due to events that occurred during the prior

period.

MCI maintains that, under the previous rate of return

requlatioD, the Commission never allowed the LECs to exclude

revenue. for purpo.es of computing their earninql.15 This is

incorrect. Onder the rule that the LECs mu.t report "earned"

revenues during a reporting period, the LEe. have always
., ..

15

MCI at p. 6.

MCI at p. 11.



excluded reven~es from ~acKb::::~; (revenues col:ec~ed :~ :~e

c~rrent period for serv:ces :~a~ ~ere provlded in a prev::~s

period) from their repor:ed ear;.:ngs under both the rate of

retur~ and price cap systems. :FAs are similar to backbilling

because :hey are "earned" in the previous period when the LEe

underearned, and because they do not reflect the revenues that

the LEC would otherwise have col:ected durinq the reporting

period.

Mcr also arques that the LECs never normalized rate

increases under the rate of return rule. 16 This is true only

because there were no out-of-per:od rate increase. under the

previous automatic refund rule, which had no mechanism for

correctinq underearninqs in a previous period. Had the

automatic refund rule included a mechanism for rate increases

due to earnings in previous periods, the LECs would have been

required to report "earned" revenues by excludinq those

revenues from the period in which they were received. This is

similar to the treatment of refunds. Whether refunds are made

throuqh credits paid directly to specific cu.tomers or throuqh

prospective rate reductions, the LEC. must normalize their

revenue. in the .ame manner by addinq-back the refunds to their

16 Id. MeI points out that the LECs did not normalize rate
increa.e. due to midcourse correction. under the rate of
return reqi.e. Hovever, midcourse correction. vere not
out of period events. Those rate increa.e. occurred
durinq the reportinq period to re-tarqet earnidq. to the
authorized rate of return durinq the r...inder of the
reportinq period. Secause they were not de.igned to
recover underearninqs that occurred durinq previous
reportinq periods, there was no need to normalize the
revenue. from those rate charqe•.



rate of return ::epor:s. ::::: :::e sa.'!!e :easons, it is :.::e:e':3.:-.:

whether a LEe rece~ves out :: ~e:::j revenues :~ :~e :o=~ J:

backbilling or an ~FA rate increase -- the :EC must still

exc:ude those revenues frem :ts ea=~ings to report earned

revenues for t~e current repert:.ng ?eriod.

MCI also criticizes add-back when applied to LFA

because it "guarantees" that a LEC will earn at the lower

adjustment mark of 10.25\.17 Me: argues that the Commission

did not establish 10.25\ as the minimum rate oi'return for

price cap LECs. 18 It notes that under the previous rate of

return regime, the LECs were required to refund overearninqs

but were not allowed to raise prlces for underearnings. This

is true, and it is also why the automatic refund mechanism was

overturned in AT'T v. FCC. 19 The court found that a system

that automatically refunded overearnings but provided no rel:ef

for underearnings would, over time, drive a carrier's return

below the minimum level that the Commission had determined was

necessary for the carrier to stay In businesi. In the LEC

Price Cap Order, the Commission avoided the flaw in the

automatic refund rule by adopting a minimum rate of return

17

18

MCI at pp. 12-14. MCr does not object to the fact that
add-back "quarantees" that a LEC in the sharing mode W':'::
not earn more than the maximum of 14.25'. While MCI's
self-interest in policies that will reduce rate. is
understandable. the Commission mu.t adopt a co~.istent

approach to add-back for both sharing and LFA.~

MCI at pp. 10-12.

19 American Tel. , Tel. Co. v. FCC, 836 F.2d 13.' (D.C.
1988) .

~. ~-. -



along with a mechar.:sm :~e ~:A -- to provide :el~ef ::r a

carrier that earned below :~e ~:~e: .:m::.

The Commission adopted :~e ~:wer adj~st~en~ mark basec

on i~s unequivocal finding that a :EC earning less than 10.25\

over an extended per i od 0 f ': ime ·...ou:d be unab le to main t ain

service. 20 By setting the lower limit 100 basis points below

the authorized rate of return of 11 2S\, the Commission gave

underearning LECs an incentive to improve their productivity,'

without setting the lower limit so low as to ~ndanger their

acility to remain in business. 21 Mcr's issue is not with the

NPRM, which does nothing more than ensUlV th.t the LFA is

properly computed to bring earnings up to 10.25'. cut with the

price cap system that the Commission adopted in 1990. These

arguments are irrelevant to the NPRM. and Mcr should reserve

them for the Commission's upcoming review of the price cap

system.

The NPRM demonstrates that if LFA revenu.s are not

removed. an undere.rning LEC may earn at 10.25' in some years,

but that the "s••-.aw" effect'would ensure that the LEC would

underearn ov.r an .xtended period Thus. a f.ilur. to exclude

20

21

§!! LlC Pric. Cap Ord.r at par•. 141.

LEC Pric. Cap Ord.r at paras. 164-65. Thus. Bell Atlantic
mis••s the point when it quot.s the LlC Price Cap Ord.r to
argue that the Commis.ion rejected the notIon that the
pric. cap system sbould guarant.. the LlCs that they wlll
acbi.ve .arninqs at the full r.t. of return. II! B.ll
Atlantic at p. 3. Th. "fUII" l.vel of the prescribed rat.
of return i. 11.25'. Th. backstop mechani.. that the
Commis.ion adopted only incr••••s LlC .arninqs up to
10.25'. in ord.r to retain an inc.ntive for incr.ased
.ffici.ncy.



LFA revenues would clear:! :e :~:8~s:s:en: .::h the

Commission's price cap 6ac~s::~ -ec~anism tor lc~ earn:~gs.

IV. SHARING DOES NOT HAVE TO 8E EQ~ATED ~ITH RE~~~S TO
:~STrFY ADD-BACK

Some of the commenters oppose add-back on the grounds

that the Commission is attempting to turn the price cap sharing

mechanism into a rate of return refund mechanism. 22 They

arque that refunds are back~ard-:ooking attemRt~ to correct

past overearnings, while the price cap backstop mechanism is a

forward-looking effort to re-target earft!ngs. 23 Some even

arque that add-back is prohibited because it constitutes

retroactive ratemakinq.24 These arguments mils the point.

Regardless of whether sharing is a refund mechanism or not,

normalization of a LEC's rate of return is necessary to

properly implement the policies ~hat the Commission adopted in

the LEC Price Cap Order.

The Commission's policies on sharing and LFAs are

quite clear. Sharing and LEA' amounts are calculated based on

22

23

24

!!I, ~, GT! at p. 5,

!!I, ~, Mel at pp. 18-19

S.., ~, an at p. 5; Ameritech at pp. 2-3. Ameritech
misquotes the Commission's Price CIP Reconsideration Order
by making it appear that the Commission decided that
"Sharing is intended as a means of sharing prospective
productivity gains, and not a refund MChanis•. "
Ameritecb at p. 3. The language it quotes i.·~ summary of
the comments of SellSouth in that proceeding, and it lS

not a finding by the Commission. !II Policy and Rules
Concerning Rates for Dominant Carrlers, CC Docket No
81-313, Order on Reconslderation, FCC 91-115, released
April 11, 1991, p. 50 n.148



the base year. ~, past =er~:=, :ate of return. :~e s~a=:~~

and LFA adjustments that are ca.:~:ated in this manner are ~a=e

to the future period rates as a Jne-t:me adjustment. :hus.

these adjustments are not desigr.ec to target future rates to a

particular rate of return; they are always calculated with

regard to past period earnings. :t lS too late in the game for

a party to oppose this process or to characterize it as

retroactive ratemaking, since the period for petitions for

reconsideration of the price cap policies hal.1onq passed. The

only issue at this point is whether add-back is necessary to

-carry out those policies. The NPRM cl.arly demonstrates that

it is. Without add-back, a LEC's rate of return does not

reflect its underlying financial results, and it is impossible

to enforce the earnings limitations of 10.25' on the low end

and 14.25\ on the high end.

V. THE NPRM CLARIFIES, RATHER THAN MODIFIES, THE REQUIREMENTS
OF THE COMMISSION'S PRICE CAP RULES

eellSouth disputes the Commission's characterization

of the NPRM al a clarification of the requirementl of the price

cap rulel, rather than as a rule chanqe, and it arques that the

Commislion cannot apply a rule chanqe retroactively.25

25 §!I, ~, BellSouth at pp. 3-9. II! J1I2 AT&T at p. 6.
eellSouth allo cite. the~ for ttii propo.ition that
ratepayers would be harmed by retroactive application of
add-back becau~e it would increale rate. by '20 million.
BellSouth at p. a. This il incorrect. .ellSQQth cite.
the Commilsion'. calculations of the 1992 .h.rinq and tFA
amountl, which do not reprelent the impact of add-back on
1993 Iharinq levell, which are affected by the LEC.'
underlyinq 1993 rate. of return. The NTC. calculate that
add-back would reduce nationwide acce•• rat•• by over $20
million if applIed to 1993 ratel.



BellSouth rests :':5 case e~.::.=e.'/ 2:1 '::J.e tech.!'lical:::'es c: ::-'8

Form 492A repor-:, and: ': does :::: :e:'..1':e ':~e Commiss:or:. 5

:i::dings that (1) the eX:"5'::':::; :_.85, place :~e burden en

:EC5 to calculate sharing arno'~.:s :.n accordance with the

Commission's sharing mechanism, and (2) the only way to

properly calculate aLEC's shar:::g obligation is to add back

the effects of sharing or LFAs for previous periods, Nor does

BellSouth dispute the fact that :he Commission retained the

Form 492 requirement that LECs report earned (i',e., no~malized)

revenues, These requirements, which prIQate the NPRM,

effectively refute BellSouths arqument that the NPRM proposes

a retroactive rule change. Clearly, the NPRM merely clarifies

the requirements of the Commissions price cap rules, and the

principles described in the NPRM apply with full force to the

issues in the pending investigat:on of the 1993 Annual Access

Tariffs,

BellSouth is wrong ln i:s analysis of how the revised

Form 492 requires the LECs to report their rates of return,

BellSouth notes that the previous Form 492 report contained a

line 6 to itemize refunds in the base period, and that it

required the LEe to subtract this &mount from the operating

inc6me OD line 3 to produce a "net return" on line 7. In the

revised Po~ 492A, the Commission retained a line for

FCC-ordered refundl (line 7) and it added a line for sharing

and LrA amounts (line 6), but it did not retain a final line

that would have required the LECs to add-back the IharinqlLtA

amount or the FCC-ordered refund amount to produce a "net



return' simi~ar :0 the prev:c~s . :.~e 7.
26

Accord:::g :0

BellSouth, this~akes it c:ear -~a: add-back for~s no ~ar:

of the rate of return calcu:at:c:-:s~"1der the LEC price cap

orders or rules. ,27 This arg'..J!nent proves too much. If the

absence of a final ~ine requiring the LECs to add-back

sharing/LFA amounts on line 6 ~ere dispositive, then the same

would be true of the FCC-ordered refunds on line 7. Yet, even

Ameritech admits that the LECs must normalize their revenues un

line 1 by adding-back the FCC-ordered refundl OD' line 7.
28

Thus, the fact that these items are broken out on lines 6 and 7

does not mean that the Commission changfa its rules on

out-of-period adjustments. To the extent that sharinq/LFA

amounts, FCC-ordered refunds, bacKbillinqs, and credits for

overbillings are calculated and applied with reference to past

periods, the effect of these items must be excluded from

"booked" revenues to show "earned' revenues on line 1. The

fact that the Commission modified the Form 492 to eliminate

separate calculations of the effect of refunds does not mean

that the Commission amended its normalization rule sub silentio.

Thus, the rule has always been that the LEes must

normalize their revenues for all out-of-period events,

incl~dinq .harinq/LEA revenues. !n addition, normalization

throuqh add-back is implicit in the rule. on the backstop

26

27

21

!!! SellSouth at pp. 5-6.

Id,

See Ameritech at p. 3.

'.



;.; -

shar ing and :'FA mechan:. sm . ~;:; c: :,,:,,::'.er-::er :-.as prav: ded a:-.y

ev:dence to the co~t=ary.

v:. 7HE NYNEX 7ELEPHONE COMPAN:ES AGREE 7HAT THE COMMISSION
SHOULD ENHANCE THE I~CENT:VES FOR THE LECs TO BECOME MORE
E::ICIENT 3Y ELrMINATI~G SHARING IN ITS REVIEW OF THE
PRICE CAP RULES

Several parties argue that add-back limits the

incentives for the LECs to become more efficient by limiting

h . . 1 . 29 r.t H h t .t e1r potentla earnlngs. "e agree. owever.•. t a 1S

because add-back enforces the l~ 25\ upper limit on earninqs

that the Commission adopted in the LEC Price Cap Order. Such a

limit dampens the incentive of the LECs to take risks when

investing in the domestic networK :nfrastructure because their

potential gains are limited. The price cap system already

protects ratepayers through the caps on price increases. There

is no need to enqraft further "protections" by placinq an

inflexible ceilinq on the earnings that the LECs can achieve by

investing in the telecommunications network.

The way to encourage innovation and risk-taking is not

to re-interpret the Commission's existinq rules on the backstop

mechanism by decidinq that normalization never existed.

Ratn,r, the Commis.ion should amend its price cap rules to

eliminate sharinq. which makes the issue of how to calculate

rates of return moot. For this reason, the NTCs support the

commenters that urqe the Commission to eliminate sharing in the

upcominq review of the price cap rule•. 30 ..••

29

30

See, ~. Pacific Companies at pp. 2-4; alTA at pp. 2-~

§.!! id.



VI!. CONCLUSION

For the :o:egoi~g :easa~s, :~e CJmrnission shou:d ado;:

i~s proposed rule to cla:i:y tta: ~~e LEes should add-back ~~e

effects of sharing and LFAs In calculating their rates of

return for the backstop earnings mechanism.

, .
Respectfully submitted,
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~I' of Return Shan",
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e-... Date: Au 1. 1"3."'7 .-.: s. ber 1. 1"3

8, che Commission:

I. INTItODL'C"I'tON AND St1MM.UY
1. Und., the CommilllOn's p,tce ap plan. a loc:ai ..­

chan. atTle"s (LECS) Int.mat. rat. of murn In on.
yea, can be Ute _II rar adjtllllllC"Q 10 lhat carri.r's pru:.
ap inU.us in Ih. follow'ft' year. This rall of rtlurn
"b-ekslop" is ,nc.nded to lIilor ch. plan to Ih. circum­
\tanCII of in4ivtdllAA LECs. wftil. wurinl that cUIlom.n
,ha,. In produCtIVity p.ns. In order 10 preen, Ih. effi-
cl.ncy incenuvcs of pnce caps. Ihis .'Ulu ac 10 the
I nd.lla ,pplies only co lhe nPl ,.r·s aJlo raNi. ,nd
only If Ih. LEes ratt of ...-Nm 'aUs oullidl I DraId ralltr
around Ih. rac. of mur" ". co "-lift LEe price caps.
ll.~' perc.nl. The L£C ..".rally INpftl 10 sIIan half of iu
earnlnp with eUllom.n lMp"nln, It • 1:.:5 percent rat&
of r.curn: 'II ar"lnp abo.. 16.~ percetlC Itt l'IIurned ro
clUtom.n Ihroul" IhlS adj....lMftc. S'alilarl,. II tl\C low
end. if Ih. LEC's earnu'li faU belOW 10..u percent. an
upward IUj\&Slft)eftt In tM pnce cap i...... is perm.UIIl In

'che follo.wlnl year.
:. LEC prIce c.ap ~ fIDOk cfIIc& Oft Janun 1. 1"1.

,nd Ih. fil'1l app~{cauOft of clail suri... and I~ adJYSC­
menl m~"'nlSm occulftll ia 11M aftnual 1992~ tariff
filtnp. whICh wer. n.... in April ltatr. and roo& .ffect on
Jl£ly L. I":. UCs WIU, .... of l'IIum lDo.. 1:.:5 pereanl
I.1l£nnl I"1 lowered the., priel c.ap Inde_ '" I lOta~ of
516.8 million to sllare arnlnp. UCs wiU' rues 01 rerum
tMlow uns perc.ftt Iftcrased th• ., Indnes by a tOtal of
S%.& mllhon.

., I "Ifttft.m.ftt of Put &5. lalC"tall Raw of a.tum Prncri,.
flO": PraceclUI'ft lIut ....IIla.loIOfies 10 Es..-.isft "ponlnl Il.­
qUI""""U. CC Docllet No. ..1!'1. I FCC Reo .~2. ~~-,...
\I_U.
- 14. It _1-11&1. ",,.,,.ia C.

: (n tM annl,lal ~Q03 access tarIff ~:'r'.c. anssue ~a:,

H ,en as ~o ,"0\\1 suen jnanng ana 10"'C( en~ alJ!u,(~er:ts '0

M ::Ince cap Indexes snould oe (eftecleo In ine rale.)~

-crurn usea to aetermlne snann. anCl lo ...er formUla iUIU,C­
i1enLS in tne tollOwln, year. Some prtce ,,;ap LEC) '1.l\e

proposcu [nal cne rale of rellun IUIC co ~ompuce tnls vear )
"ekSlop adJuslmentS shOUld Incluete tne effects oc IUt
vear s b.c~.StOP ~dju,stmenl. ThL1 appro.ch IIIQuid relJuce
snart", amounu cnas year for LECs "'"0 were sUbJec: (0
snann. lUI year. Howev.r .. \,Inder rite of return re,ulatlOn
11I1 nave requIred LECi co "add-bacx" an 'Cljusrmenl ror
rale of return-bucC1 refunds from pnor pcrt04Js. .. Add­
back" would ,iso Incruse Ihe low.r end adluStmenl. anCl
tnus permit ~"II'.r ralcs. for LECi wllo received Inal ,d­
lustment tUt year.

~ Our reView of l"e UC prtce ap plan. ,nd.llle rules
,nd ord.n Implem.ntin, it. Ineiic:atcs 10 \,Is· Ihll ll\e
amounu 01 lh••tucop adjUllmenU snould probably noe
be Inclul1ecl wl\Cn c:ompu~ln, ttle rales of return \lSCCl 10
<1etermlne shann••nd..........r end adjUStmentS In lI\e fol­
low.nl year. AI ... chJC\III below. we beli... lhat "adei­
bacx" is more CONtII.nl wil" lhe price ap plan IS 11 "'as
adopted. However.... rtCOP.. lhat thas ISiut was neuh.r
expressly dilitaed in lh. LEC pra ap oreien nor clearly
addrCSMd in oyr Ryl•. "Addobeck- allo po.- implementA­
(Ion IIIYCS that it may be \IIIfuL 10 lit and resolve now Il\al
lne fine tlrdll raiIiIII cD illYe Ire before tIL Accordin.ly.
we arc esaOlilbiftl this lioclLct 10 lift.. comment Oft Ih.
tenlltivc conclusion discUllMd below, and on propolld rule
el\an... co Incorporate "Wei-back" clearly Into tM L£C
pnce ap rulcs.

D. DISCto'SSlON

". "......... "'...,. ........
S. UDder rate of mum r.&IIlOft. LECs refunu

ov.ra""np aDove d.. p..-ribed IItU1mum allowable r'le
of mum...... tftro. direct ,.~nG 10 cuslom.n.
race redUCttOns in I su~uelU IIriff fllinl peflO«J. or IiIm­
'11I lwarded ...... compilinG. 8ecawe th. race of relurn
prescnpClon applies to I UCs performance and rata
","hln a spectfic mon.toru,. perIOd. we "...,. r.."ired
L.£Cs to ttlll refund peymcftCl as adJUllm.nrs to 1M perIOd
In wlucb raM G..-r1Unp OCCutnlL rad'''' lnan to In.
penocl In whell eM re&nd ill paiU.'

6. This approecb is implemcnted by Includln. '1 line­
ttem on tM race 01 l'IIurn monllOrln. repon. Form ~Q2.

wtUCIl disttla,s lhe .mount of refulWs alllCMaated wnll prIor
.nfo"elMftt ,.rlOdl.: The refuftcil ,re In.n "ldcied back"
InIG che lOCIl rtnamI I&Md 10 comf"ce Ute rate 01 recurft
for the c:unwnt eftforcl""nt perlo.!. The nel rile of return
,fter add-hKk IS then ulld 10 del.rmlne compliance Vllllh
enc prescribed ral. 01 relyrn ~urlnl Ihe ne_ enforcemenc
perlocL anci 10 c:ompua tile UftCMlnt of any refund "bhp­
lion.'

... .
) SecUM ta.S.blJ) 011'" ConuaiSlioft·, Rides••':' CF A.. Section
o5111\l.
• SectlO'" ta.S.7(»)04)) 01 1M COIIlIiUIitOft , A. '" In •• C F It
Section 0'.11)1).4)3.
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B, The Rate o( Return IlaclUtOP '" th. LEC Prlce CaD

Plan
~ A pure prIce cap plan seeks to estaOllsh reasonaoe

~ates "II capping prtces rather rnan profitS For exam Ole ..
our~ T&T prtce cap plan maxImum prtces are ilmlteO ", a
formUla tnat adjustS [he prIce cap Indexes i PCls) annl.laJlv
~ased on In(lauon and a pr0.3uctl ll lty carpI. nor [ne car·
rler s o .... n COStS. I The Commwlon was CO Qcunec. hO\l;·
e~. uza& a pure pncc~ plM rtTlint produce tlnlntcnce'C1
resu.lG as applied (0 (tte rn~ rnCL~ L.Eu uc1 l1lelr
varyln, openllon&L Uld economic Clrc:umST&nClS.· For rMIS
reason. da Comlt\.lWDl1 LftClW11111 a rile ot return-oased
baclUlOp mecnlnlSm rn Ine ~C price cap pl&Q. The plan
retainS prodUCtllllt~ Incentives "! 11Iowlnl L.E.C UrtS.Lnp ro
vary within a Wide ranp around the InllW U..:.s pen:tnl
rate of return. OutSide that ranp. the shartn, anc lo,*er
formula al1Justment apply (0 ac1Just tne pnce cap ,ncn.·

8. we anUclplted tn.t the backstop would operlte In
much the same wlY as rite of return enforcement for LECs
stili S\lOJe<:t to rite of return relUl.tlon. RoIta of ret\lrn
would conun\le to be calclllateC1 and ,.."erted In ....ntl.lly
[he same manner' Where ....e found that chanps In Ihe
appllcauon of the rate of return were approprllll. ,*e
specifically adopted them. Th.. chlnps Included th.
'*Ider rln.. of urnlnp. the .xclUSlon of Ihe LEC prlc,
'.p urnlftp thraholds from Ihe rat. of return
represcrlption process. Ind the del,nOft from ur"lnp re~

pons of Informallon nor neeued I&~ tn. pn" cap p~n."

9 W. Idoprc the Sharin, .nd lower .. adJ'lll"..nt
mechanisms borh u rilia Ind prescrlpuoftS. slml\ar to Ihe
precrlpuon Ipplied tC1 rile of return 'irn.n. loll We .110
mad. clur that w. expected the mechanIsms to enforce the
urnlnp [,mils we nal1 aaopled. In order to assure Inat
rates WO\lld remaIn wUhin I rlnp of ruson.blencss. an4
chat p.rtlclllar LECs could nor retain \4n\lS\lIlIy hllh urn­
Inp Ihal ,*ere nor necessarIly lied to Incr... in pro­
ductivity. Sealon 6L"'(d)(~) reql&lres th.u price cap LEu
"shall make suc:h lemporary eltopnous COIl chanea as
may be neceUOllry 10 rN&&Cf PC1s to IIYe full effect 10 any
snarlnl of tlase penOd urnlnp reqUired by the sn.rlnl
mechanism .... Su aUo SectIOft Ol.·U4d)( l)hii).

C. The "dd·lack luue ror m. Prta Ca, IectuIop
to O\lC Initial r..,l" of the rtCGtG doa nor InUlcare

chat any commente" In the LEC Pric. c.p l'1&ielftlkin, or
,n tne SUl)scquenl reconSlueration proceedift' discussed the
Jetalls of rate of return calculauoftS. or req~. tfta& we
ellmln.te IUd-back from the rare 0' ref'" Qlculauons of
lhe LEe price cap plan. In 4iscUllilll and I&lOpunl
chanps In rlt. of return moaitor,,,, aNl re,o",nl. 'II' also
-lId not ,ncheate t...r tile IL provisions In Form "9~.

",nlch IS laIl1 to repon ret1oU1L 10 be cftanted.

I R,port Ina OrQ.;r ~na s..... Funft.r NOIICl o( PropoteG
Rul.m4Iun" • FCC R.ca ~13. N'~.)J (paru. 1llf).11"1 (1'"""1
~.-\ r6. r "",, CfAP OrMr/: Ermwn. 4 FCC Red J31Q (\'""").

Policy ~"a RUles Concerl'unl Illtes for Donllnant C~rmi".
C.C DOCll.t -'0. ~7 -313. s.c.a A..pon ana Ord.r. , FCC R.cd
~floltl, MIll (l~ll (LEC~ CG/1 Ordl'J

Far. LEC, ... 1\0 .Itet ~ prodlu:II~UY (actor o( J._' perc,nr
I1lmna til. tarIff YUt. tile ~ perc,nt Snatln, ObliplIon "'JI"'
(or tal... of ",\lrn a~ l%~ pareenC antS 1m pleret1l1 sllartnl
OCJ1n, at IO.~ percenl. For LEC, ... ftO .Iect tn. rnor, cnall'"I'
1"1 •.3 pe~t productlYlty (ICtor. ~ pereant snartftl "'lIn, (or
rates o( ret~rn aDOy. IJ.~' perc.nl. and tOO percent sllarl"1

I,.l,e ,ave alSO exam;'",e:: ':~e e:-:e~'; . ';-';';'-1_' )~~

-e: eve :r.ar I contlnl.les :0 ':'e ar, aOO~JO~aie J ... .; ·'.;ee_
:'JraOlv :1ecess.ary component or ::1e ::lacK,:"Oo :: ~s: ]oj ~ -,

~ ,C .. )SoCo 'n [ne LEC P'la C.JD O,at' ''1e ::-r:ce cao :: J:'

··e~c.:ec :0 create Inl.:er'!CJv·es ror orOU~C::"l:\ J" ' .......

: '~angcs ,n rate of reluen eac:'1 ~ear are ;lseO as a ';'~asu~e
)' ::rO\.luCt:v:ty gro\l;ln re!all~e :0 :ne once cao carre: -:- ... e
Ul",ounts of snarIng or lower torml.lla aOluslmenl- mOle.
.... ented In one year. h01lle\'ft. rewe to orOQUCtlvlf'.. oenor·
"':"lance :n a pnor ~ear Thus. iJnltss aaa·oack occurs. Ine
-etatlonsl'lIp~ rate of retl.1rn ana :HOQI.lC!l'i\[\ gro~n

.,ecome3 t1~a.

,:. Seconct. wTmO\lt add-back.. artIfiCial sWlnp In earn·
np can lXcur As Ihe examole In Appendlll.l,. illiJSITltes .

. M 'JSC of IJnadj\lsted rates or retIJrn for naCkstOp ca"ula­
ions "ute a "sce-u,*" effect on earnlnp. even If lM

:.:arrters operational performance was tl'le s.ame'!ach vear
ThLS ~n occur becaU51 th. unlc1J\lSred rate of reI urn effec­
Ivel:- lJouole<ounrs Ihe amounl of cl'le baCk.slop adJust>

"nenr. once In the b......ear and tl'len apln in tne tanff
vear.

~ J Third and most Important. add·oack appelrs neces~

>.Iry ro the rlf. of relurn rhreSholds apphed co determine
OrlC' cap L-Ks' surtn. oolipuons Inl1 lower adJuslment
"ltH are those we inlen4N. The prtce cap plan lIVes the
:..ECs subs~ntlll nexlbllity in their rates Ind earnlnp. to
encolUap aruter .ffi~l.nr;y.. Howell.r. for Ihe LE~ rhe
CommlUlon a&abhsheu limitS un thu fleXIbIlity 1M a
ranp of rUSOfllDtentss for LEe e.rnlnp. Without ackt·
o.c~. Ihc doubie-couftuni of "ackstop adJl&stmencs coull1
effcct1ve.1y p&rIlUl Ulft&A&I Ql&Wc1t tD. ran.. of ceasonaole·
ness we ".!pItcG. LECs woul&1 snare less of their urnlnp
as they appl'OtlCl'l or excnd the hill'l end of the ranp. and~
....ould rec,tVe smllier adjUJUft.. wh&a. thev feU IXWw lh.
low end of tl'l. rln... tn both ~. t!!e effeerive rate of
return over lim. could fall outSide the rl. of returns we
Jl.ldpc1 to be rtalOnabl•. Rara of return WO\lld not be
limited to the 16.~5 percent maximum ....e established for
LEes elecunl a 3.3 perc.nt produculilty faCtor. nor would
earnlnp belOW lO.:S perc.nt be ac1Jusr.d upward 10 to.1S
perc.nt nus .ffect is iHuSaratN In the examples in Appen·
1J11l ..... The eumpl. abo show thlt thiS Chscr.p.ncy 1,;0\lld
be q\llte silnifiCiftr. tn the current ann\lal access laClff
fittnp. tlSC of tht \lnadjllSled rut of ret\4rl'l tor compuunl
tim Y.Ir'S "ackStop lIij_mtnu WO\lIc1 permu ratlS of re·
turn thlt would be Oft a".np 0.1 perc.nt hl,her If rM
upper encJ. anu 0.5 percenr lower at ,he lOw end than the
IUJUINd rlt. of rGurn. For IndiVIdual LECs. Ihe effect IS
often ITear.r sullo as much iii 1.0 percent abOve and 0 0
percenl belo., tM rare of return cak'Alaled '411 It hOUt Ihe
aUJustm,nt." The llJd-e.ck IdJuSlrntnr 1,;0rrCCts tn.. u..
~ IltlOnS .nd SCUtl'lt backstop rlre 0' return limits at the
levels we selected in the LEe 1'"" eq O~

"'Ilns It 17.l$ plerant. Th. leJ....r (0","." .a/wstrn.", r,malns
~l IO.~ percent 1ft IIOIIl can. LEe l'rtc, CG/1 Oru, 5 FCC R.at
Jl 0'''''' -IV' ,paraa. '·lIll.
• I..EC p~, Ccp O'Mr, 5 FCC Red ~t 01'32 IISUJ. J.~\
• LEC "",, CG/1 0,.,., FCC A.,4.~ tJl42~·}.IIPo1ru JJJIY)
,n LEC "r1Ct Ccp Orrt,r ~t M~ 4pans...'3· ... 1.1)

I For .ump••. In tft. ann~ 1~2 .1Ccns t~rlff fiJin"
.a.rn.ruech Qjcu\ared I surin. aliplion o( 11M ~ million Ina r
reawcecl III rata oa Jllly I. 1Qlr. 10 rellun tn~l ~mount 10
·Jlt,..,.". Th\ls. "mentlCft', r~nues ....rt Jtxlul \0 ~,i1lon

o.... r ,n IQQ2 tftat ttl,.. WOUld /lave !leen ... 1111010\1 \I\~r"ll CSur'
nl 'nc wcona /lair 01 tfte year. "merllecll report.o ,~ '~Ir o(

•
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1.0 B~ reductnr tne ranp 0f earnin~ ;)ermltleo .. rlOe"
rn. OlCutop. I'\owever. aCW·ba40:k ooes reauce [:'Ie effic:enc\
Inc.nuves. "foreov.r. to tne utent 'rut :ne snaring ana
low.r end adjustments \lnder I2rlc. caps U' "Ot refunas
mll1't be areuea that tn. rate ot retUrn m.tnoaot0r. ..)cc
to aetine shanne Oblipuons ana lower formula aliJust·
mel\LS snould be butd \lpon tne retums achleveli under
tne ratts actually charl'd durtnl the base year

~5 Sasea upon our reVII'll of thiS Issue.....e tentatlvel:<
conclulie rl\lt the ada·back adjUStment Sl\8uld continue to
be cart ot tne rate of reI urn calculauons ot LEes sub,ec:t 10

pnc:e caps. I2recedlnl tl\elr calculauons for l2ucposes of rne
blCkslop snarln, and lower formula aUJUStmenlS. We cro­
pose sJ)eClfic rule lancuap In Appendix B to Implemenl
thiS lenllllVe conclusion. We also request commentS on
tnlS tenllllVe conclusIon anu other mechanISms 10 dul
wllh the ISSUes w. l'tav. a~u.sMd.

D. Credit 'or .Io.~ a-
lo. Use of add-_" WOl&1d pAMnt II least one further

ISSIol.: wh.th.r I UC that has set ItS rita "-low Ih. pru:e
cap IDGua Q\lrinltM b_ year sftololld rlCCl.... credn for
the 1tft01lft1 bel... I. PO IlIA I. AJ'I. or ICIUal pete••
In calclllatini Its snannl amOlolnts. In a Slnse. thl LEC ha
aJraGy p.....s Ihro. some rue redlo&Ctlons by pnclnl
tMlow Ihe cap. AHow,nl cred.il for beiow-ap rata wOlolld
cncolol,.. ClIn'len to cha,... 10...... beJow~ rates. Con·
y.,.Jy. If th. LECs low earnulp In 0l'1li ,.,. an In pan
Ih. lW&&h of itS own decision to * rac8I below trw C8p. th.
rllionale for IlIowln,ln up..rd adjuSlmenr 1ft the cap the
next year would MellI to be las pen&&..".. MorlOver. we
established Ihe Illernatlve •.3 perc.nt productivity factor u

) an option tor LEu wno are willinl 10 rna"e IarJtr up­
front ralt cuts In uc:hanp for reduced sharinl rlq&&ir.­
menu. we ,11c1 not Specify other aC1Juslmlnu 10 snannl
obhpllons. Inu aec:lintd to adOpt I plan Ihat WO&&1d tu....
aUlomallcally reU,uced sharlnl baMd upon the ICt&&lJ riles
SCI by lhe L.Ee. I. We reqlol_ comment on whetJler LEu
~hould be II'ltcn crec1n for belo'll-ap riles In the prIce cap
"ICIUIOP mechanism Ind how sw:.tl a crectil would be
calC ~ IlleU.

m. '.OC'!J)L..A1. MATTI:ItS
: ':' Rr,uwo"" F~zlbcJuy ACl We cvtify U... the Repla­

lory Flexlblluy Act of 1CJSO uoes 'ftO( apply to thIS rul.
makin, procnchnl btca&&SI if the pro~ rlolll amenu·
mentS are prom\llpllU. thlre will noc be I siani(acanl
economiC Im~ on I subltlfttlll number of small blDlneu
enlllll$. 130 ulfineC1 by StaiDn fI01(3) of tM Rcl&&lato~

Fltluhlluy Act. Local ........ canicn s&&b,.et to price cap
relulallon. who :*Quid III IfIIa.a tty 1M pro~ rule
amendmentS. cen.rall, ...... corporatiON or atftliates
of such corporations. n. SecreIary shall send a copy of
[hiS "'lOuc, of Proposed .... Makin&- Incl&&c1inl Ih. cer'

retia", (or 1l1li% ;1 I~.':'U peraftl wid,oul Md-_It. Aft *l1t·blcll
~IdUnenl of M.I million. alOftI w..h lhe "'rat Ineolftt t&a
.ffecl. wou14 ra•• "",.rlllCh·' ralt of return 10 IZ.OO percenl.
nus Il.~ perulll Iti&renca In ralt of mum wo.aMa .....r.". an
~ltillonal U million 1ft slllrlni ,*UpllOft Itunftl lhe ace.
year bellnft.ftlon July I. 1003.

Cony.rwl . COftltl of 1M SCHltb. which bad • 1

.- .aror". :0 :ne Chief Cuunset for .... .1\ o..:ac \ ,. '~e S-a
·~1..~Ir1eS5 ..l,amlnlSlrallon In accoraance .... ,(:": car;12~ac~

5 3 d I Jf lne ReCl.llalorv FlUID I i Irv ...c: p·"O .... 0

,..,. '. 0.. Stat ~. 0- 5 L'S C Sec[lon 00, ~( J~a o~ .
~ COMMt'll DaltS Pucsl.lant [0 appltcaolc crol.:e~ures

sec forth In Sections l.,o15 anli 1 ,otQ of [Me Cummls)lon ,
Rules. J7 C.F R. SeCtIons L.. t5 ind 1.019. Interestea ;)af·

:es mav nle comments on or before Au,ust ~. 1993 'ana
'ep :< ~ommenls 0n or before s.pcemDer 1. 1993 To file
~rmlll:< In nus proceedlnl. ~Ol.l ml.lS( rile an OrtJlnal ana
four:op'tS of III commentS. repl:< commencs. and ,uccon·
riC commentS. [f you ....ant Cl40:l'I Commls~loner (0 receive a

:>enonaJ copy of your comments. you (Mula file an orlCI­
'1.11 I'luS nine copla. You should send commencs ana rep'v
:ommentS 10 OtftCI of Ih. secreta...... Feaeral CommUnll.:a­
IOns COmmtUlon. WUhlnlt0n. De. :O~~J Comments

and reply comments '11111 Dc IVlllable for public InspeCllon
dunnl rel&&iar business l\o\ln In the Fee Refer..,ce Cen­
er. Room :30. 1919 M Screet. N.W .. WUl\lnlt0n. DC
:0554

19 E.z PUll RlIiIs • :-''''o,.·If.'SVtC"t1 P,ocudJJIr. ThiS IS a
non-rauiaed notice and comment rl.llemaklnl proceculne·
E.z fM'" p.....nCltiofti an permuted. except uunne Ihe
Sunshl"e A~ period. prG¥MMd they are iJlSClosed U
pro""1ec1 In':<omm..lon R&&I•. ~, I',,,,tUJ.v J7 eF.R.
Seeuons l.l:O~. U~03. Ind l.lZ06Cal.

For funher Informacion on thl$ proceec1inl conllCt Dan
Grosh. Tltlff DIVISion. (~O:l 632-0387

F£DEItAL COMMUNICATIONS COMMISSION

William F. Caton
-'\crtnC secretary

...·_It. i~ Mj~ 141112 rate 01 mum _0",10 Of ~ I~

peretlU. U. of lilt Mju". rate of.mur" ,n 11'.0..... na
MjuIU".ftl wouMa permil aa -'&ulonal SI mdlaon n 10....

... MjllltllWIU IDr C•• ia ,,* IonheOftUn. xc", ·flr

"l I.EC". c., 0MIr. , 'CC ICII al ...13 f pans )11·3"')
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o Con.ider the company whose earnlnqs are as shown below,
which make. i ~s ret\Jnds :!'lrouqh a retund check each
Oece1lLber Jl

Revenue.
Expense.
Ra1:e aa.e
ROR
Retunei
ROR with

Retund

'fear 1

2,425
1,000

10,000
14.25

100

1:1.25

2,425
1,000

10,000
14.25

100

1:1.25

Year J

2,425
1,000

10,000
14.25

100

13.25

Year 4

4,425
1,000

10,000
14.25

100

o Contra.1: this wi1:h the ettect on this .... company with
a sharinq plan 1:0 imple.ent the r~., but without an
.eiei-back

Ravenuaa
Expen.-..
Rate aa••
ROR
Sh&rimJ
1:0 btl r.­
1:urned in
n.xt year

Year 1

'~445.
1,000

10,oOa
14.25

100

Year 2

2,125.­
1,OaO

1a,ootr
13.2.5-

50

Year 3

2,1'"
1,000

10, 000'
13.75

75

Z,3"sa
1,000

10,000
13.50

- Thi. coapany .hare. le.. and r.port. a clifterent
rate ot return each year, even thouqh it. underly­
inq co.t. did not cbanqe

o Contra.t thi. re.ult vitb the ~t~ of inclw:linq the
add-back

~,.v.nu••
Expena••
Rat.. _.
Roa
Add-~cJc

ROR with
Add-bacJc

Sharinq

Year 1

2,425
1,000

10,000
14.25

o

14.25
100

Year 2

2,325
1,000

10,000
13.25

100

14.25
100

Y.ar 3

2,325
1,000

10,000
13.25

100

14.U
100

Year 4

2,325
1,000

10,000
13.25

100

14.25
10~

o Thu. th. coapany which include. ~. add-~cJc in it. rate
ot ret.urn cc.putat.ion ha. the .... rat.e ot r.t.urn and
returns the .... aaount ot aoney t.o r.t..payer. •• the
comp.ny which aax•• it. retund by • cbecle.
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Q Consider the company whose earnlnq. are .s shown beloY,
whieh recelve. i~s :'ow-e!'ld adJust~en~ t..~ouqh • check
eaeh Oecem.t:>er 31

'lear 1 'lear 2 'lear J Year 4

Revenue.
Expense.
Rate Base
ROR
LoyEncl Acl j
ROR with

Aclj

1,92S
1,000

10,000
9.25

100

10.25

1,92~

1,000
10,000

9.2~

100

10.25

1,925
1,000

10,000
9.25

100

10.25

1,925
1,000

10,000­
9.25

100

10.25
•

o Contrast this with the etteet on this ."-·coapany with
an exoqenous acljustJIent to iapl..ent t.he low end adjuat­
manta # but vithout an add-back

Year 1 '{ear 2 '{ear 3 Year· 4

o

2,025
1,000

10,000
10.25

100

1,925
1,000

10,000
9.25

o

2,025
1,000

10,000
10.25

100

1,'%5
1,000

10,000
9.25

Revenue.
EXlMftSe.
Rate ....
ROa
Low End Ad;
to be re­
qainecl in
next year

Thi. coapany receive. le.. low end adjuatment
and report•• clifterent rate at re~urn each year,
even tJ10uqA ita uncierlyinq caau 'did no1:. c:hAnqe

o Cont;oa.t. thU ruult vi tlI ua ettect ot includinq the
acicl-back

Yeu 1

1,925
1,000

10,000
9.25

a

9.25
100

Revenu••
Expena••
Rate ....
Roa
Add-beclt
ROR w1tJl

Add-bec:Jt
LevEncl Adj

'leu 2

2,025
1,000

10,000
10.25

-100

9.25
100

Year 3

2,025
1,000

10,000
10.25

-100

9.25
100

Yeu 4

2,025
1,000

10,000
10.25

-1.00

9.25
100

o Thua the caapany Which include. the adel-beck in'.ita rate
at return co_putation h.. tbe .... rate of ra~urn .nd
receive. the .... aaaunt ot 80nay •• th. ca8p&ny WhiCh
receive. its lov end acljuae.ent in a check •

. ",



Federal Commurucatlons (omml.SSlOn

\PPE:-'''DIX B

Pro,*" Rule Section

Pan til of Titlt .. ,:, of [he Cod.e of Federal ReguLa[lol'1S5
;!l"Oposed to ~ ,mc:tded as follows: i The al.l(nor:[~

C1Wlon for Pan 01 contlnues to reao as follows'

ALTliOIUTY: Sec. 4. 4' sa.. 1066. u amended: 47
CS.C. 154. Inee.,.... .. appjy Me. 103. ~ $&al. uno: 47
CoS.C. 203.

:. Secuon bLJlel IS revIsed by addlne the follo ... lng

brac:lc.eNd t.ncyare: SeCllon bLJ o.nnitioas
leI .... Period. Tne I: month perIod ending SIX

months prIor [0 the effectIve dale of annlUl pnce C41p
lartffs. [Base year or base perIOd urnlnp snail not In­
clwte amounts UIOC~led with exopnous adjllSrmenu 10
Ihe Pet for Ihe sharing or lower forml.lla adJustmenl
mechanisms. ,

6

.'.


